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STMENT COMPANIES: Bond investment company must post—
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N Companies held to be Bond Investment
Companies,
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Honoravcle Dwdght H. Brown
Secretary of State
Jefferson City, Missourl

Attention: UMr. daloney,
Commissioner of Securities.

Dear Sir:

This is to acimowledge your letter inquiring if the
7ortified Investment Company and The Franklin Soclety are
within the provisions of Section 5060, i. S. Mo. 1929, or
Section 4986, R. S. lo, 1929, and if not are sveh within
the scope of the Securities ict, Chapter 40, K. S. Mo, 1929%

The Franklin Society and the Fortified Investment
Company purpose to issue certificates (which are similar)
that provide that after the expiration of fifteen annmal
payments the person to whom the certificate is issued will
receive a fixed sum of money. The certificate has attached
to 1t, and a part thereof, certain privileges, terms and
conditions,

I'e Fortified Investment Company has the following
privileges and conditions, among others, attached to its
certificate:

"Security. In compliance with the statutes
and regulations governing Investment Com-
panies, the Company must maintain at all
times an assigned deposit of securities
consisting of first mortgages, or first deeds
of trust on improved real estate, cash,
government and municipal bonds, and/or other
securlities that gualify for investments of
life insurance companies under the laws of
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the Stagte of New York, in an amount
equal to $110,00 for each {{100.00 of
its liability hereunder, less tho
amount of any loans made hereon,"

The Franklin Society has the following:

"Security. The Society agrees to main-
tain cash and securities as required

by the laws of the State of Missouri
aggregating in amount not less than

110 % of the Society's outstanding
liabilities hereunder and under all
contracts of same form said liability
being the cash values shown in para-
graph 7 (A) hereof lesa the amount of
any loans made hereon,"

Both the Fortified Investment Company and The
Franklin Society provide in the privileges and conditions
for "installment payments," advance payments," "eash value,"
cash loan," "payments after maturity," ete. In fact, both
the Fortified Investment Company and The Franklin Soclety
propose to issue certificates identical in nature and intent,
the wording of the certificates being slightly different,

The sole question for our determination is whether or
not said corporations when the proposed certificates are issued
brinz them within the mrovisions of Article 9, Chapter 32,

R. S. Mo, 1929, relating to "Co-operative Companies," or with-
in the provisions of Articla 13, Chapter 32, relating to

"Bond Investment Company," or within the provisions of Chapter
40, R. S. Mo. 1989, rolating to Securities Department or "The
Missouri Securities Act,"

I.
CO=-UPERATIVE COMPANIES.

Section 4986, R. S, Mo. 1989, provides in part as
follows:

"Any person -- corporation which is now
engaged in or shall hereafter engage

in issuing contracts or agreements,
whether in the nature of a bond, deben-
ture, certificate or otherwise, providing
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for the redenption, or the fulfilling of
such contracts or agreements by the
accunulation of a fund or funds from the
contributions made by the subseribers to,

or the holders of sueh contracts or agree-
ments; or providing for the maturing or
fulfilling of such contracts or agreements
in the order of their issue or in some

other fixed or arbitrarlly determined order
or manner; or providing for the payment of
moneys or the granting or :iving of any
conslderation, of any money or proorerty,
personal, real or mixed, eater in value,
or represented to be greater in value,

than the amount pald in upon sueh contracts
or agreements, together with the actual net
earnings accrued and accumulated thereon;j;

# % % # except suech % # ccorporations as are
organized or doing business under the
statutes now in existence or which here-
after may be enacted as excepted in section
49985 of this article, shall, and the same
are required, for the protection of the
subscribers to, or the holders of its con-
tracts or agreements, to deposit with the
state treasurer in cash, 'nited States
bonds, or bonds of any county, or municipal
township, or such parts of each of the

above mentioned securities so that the whole
deposit shall be equal in ecash value to the
sum of twenty-five thousand dollars, and
whenever the liability of sueh contracts or
agreements, as hereinafter determined, shall
exceed the amount of such deposit, there
shall be made an additional deposit on the
first days of January and July of each year,
in a sum sufficient to cover the excess
liabilities accrued during the last preceding
eix months; # * #"

Section 4995, referred to in Section 4986, supra, reads

as follows:

"Provided, that nothing in this article
shall be construed to apply in any manner
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to any person, co-partnership, assoecia-
tion, organization or corporation doing
business under the provisions of the -
statutes for the regulation of banks,
savings fund, trust companies, inswrance
companies, building and loan, bond
investment, fiduciary, relief or iraternal
orders, associat ons or companies,™

Section 4991, R. S. Yo, 1929, places the supervision
of salt co-cperative companies in t he Bureau of Bulilding and
Loan Associations,

4 reading of irticle 8, referring to “"co-operative
companies,” shows that the principle on which such companies
operate is that of contributing to a common fund and members
thereof participatingz in sueh with the restrietion being that
a deposit must be made by such companies with the state treasurer
in a sum not less than twenty-five thousand dollars for the
protection of subscribers., While Section 4991, supra, places
the supervision of sald companies with the Supervisor of
Building and Loan Associations, however, the supervision is in
the Cg;giasioner of Finance by virtue of Section 5285, R. 8,
Mo. 1 .

It is owr opinion that the partial payment investment
certificates which the Fortified Investment Company and The
Franklin Society propose to issue do not bring such corporations
within the prrovisions of .rticle 9, Chapter 32, referring to
"eco~operative companies,"

5.
BOND INVESTMENT CCMR NIES,

Article 13, Chapter 32, R. S, Mo, 1929, relates to
"Bond investment Companies" and Section 5060 of said article
provides in part as follows:

"fvery corporation doing business in this
state as a bond investment company, or
company tc place and sell bonds, certifi-
Eafgs %r‘abgéﬁfﬁbes on the al payment
or installment plan, shall and the same 1s
RAerehy required to deposit with the state

treasurer, in cash, United States or
Missouri state bonds, or bonds of any

county, municipal township or school bonds,
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or mortgage bonds sccured by decds of
trust on unencumbered real cstate i i %,
or such parts of each of the above
nentioned securities, so that the whole
deposit will be equal to the sum of one
hundred thousand dollars, # # % # #,"

ection 5064 of said article and chapter provides
that the Supervisor of Building and Loan Assoeiations shall
have the power to examine into the affairs of such a company,
However, by virtue of Seection 5285, K. 5. Mo, 1929, the power
of examination now vests with the Commissioner of Finance,

You will note that Section 5060, supra, specifically
nrovides that any company that places and sells bonds, certi-
ficates or debentures on the partial payment or installment
nlan, must post a deposit with the State Treasurer in the sum
of one hundred thousand dollars. A bond investment company
is not defined by statute. However, we adopt the definition
given to it by Honorable Merrill E. Otis when Assistant
Attorney-General, in an opinion to Honorable B, T, rurwitz,
Assistant Commissioner of Finance, dated November 16, 1922,
wherein he sald:

"The purpose of the Legislature in the
enactment of t e Bond Investment Act,
as that purpose is dcelared by the Legis-
lature, was 'the protection of the investors
in such bonds,' that 1s, the bonds sold by
such investment companies., Ubviously,
investors in high zrade governmental or
uniecipal bonds, such as are sold by the
ordinary brokerage houses, are amply pro=-
tected by the security of such bonds them-
selves, The companies almed at, therefore,
were those companies not dealing In the
bonds of munIcEQlIifies or pubee utllities

but those companies dealing in their own
EBE&ET“?ElEE‘EBﬁE&"chﬁi %ﬁﬁﬁ“tﬁem"ﬁo‘“‘
sécurity other than the good falth and
Tiranelal respcnsibillty of the com es."

In Petters and Compan; v. Veigel, 209 N. #, 9, the
Supreme Court of Minnesota, in dealing with a similar question




presented by your inguiry, made thlis observation concerning
oond investmemt companies (1, e¢. 10):

"Bonds l1ssued by individuals are not
of'ten offered for sale to investors,
Usually bonds are issued by private
corporations and carry some sort of
securlty. Loaning money 1is one of the
purposes for which corporations of the
class to which plaintiff belongs are
organized, Urdinarily the loans are

made on the securit; of real cstate
mortgages, which are pledged to a

trustee before the corporation offers
its bonds for sale, The bonds are
issued in such denominations as will give
small investors an opportunity to purchise
them. Such investors rarely have the

abllity To make, or can go to the expense
or Ei a thorou 1nva§ff EI E
ether %ﬁ

ascéertain iE a secur nd the
bonds 1s adequate. The bunking dapartmsnt
1s in a favorable position to examine and
apprzlise the security and to protect the
interests of the public. These are some
of the reasons why corporations organized
for the .urpose of issuing this class of
securities may well be put in a class by
themselves and made subject to the super=-
vision of the banking department,"

Cn Mareh £1, 1927, Honorable H, 0. Harrawood, Assistant
Attorney-General, in an opinion to Honorable ¥. T. Stockard,
Cormissioner of Securities, held that the issuing of a certifi-
cate similar to that to be 1lssued by the Fortified Investment
Company and The Franklin Society constituted sald corporation
a bond investment company, which required the deposit of
one hundred thousand dollars with the State Treasurer. Mr,
Harrawood said the following:

"This article (relating to bond invest-
ment company) would seem to be more
particularly intended for the regulation
of corporations which offer for sale bonds,
certificates or debentures, on the partial
payment plan or instaliment plan for
investment purposes,"
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The Fortified Investment Company and The franklin
Society propose to issue certificates on the partial payment
plan or installment plan in which the investor pays a
certain amount annually for a period of fifteen years, which
at the expilration of sald time the investor receive: a fixed
sum, While provision is made for securlity, by virtue of
the privilege and conditions and terms attached to the
certificate, yet said security is not deposited with the
State Treasurer,

“ror the above 1t 1s our opinion that the Fortified
Investment Company and The Franklin Society, when such issue
the rroposed partial payment certificates, come within the
provisions of .rticle 13, Chapter 32, L, 5, Mo. 1989, and
such must post the deposit required by Section 506C, supra.

I1i.
THE KISSOURI SECURLTIES ACT.

‘ Having held that the Fortified Investment Company and
The Franklin Soclety were amenable to the provisions of the
statutes relating toc bond investment companies, we deem 1t
unnece ssary to discuss the Missourl Securities Act as we
velleve the above answers your inquiry,

As requested, we are returning herewith all the papers
and exhibits appended to your letter,

Yours very truly,

Jameg L. HornBostel -
Assistant Attorney-General

APPROVED:

JUI!N W. Hm ;I:HEN’ Jr.,
(Acting) Attorney-General,

JLH:EG
Encse




